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Jim Pickrell,

President

Brand X Internet LLC
927 6th Street

Santa Monica, CA 90403
(310) 395-5500

email info@brandx.net

Chairman Michael Powell

Federal Communications Commission
445 12" Street, SW

Washington, DC 20554

ECFS Submission

Re: CC Docket 02-33

Dear Chairman Powell,

As president of a small local Internet Service Provider based in California, and as president of the
California ISP Association, | am seriously concerned by recent House approval of the “Tauzin
Dingle” bill, and of recent attempt to achieve the same results through the back door by asking
the FCC to remove competitive requirements on high speed digital services.

Free market and competition is what our nation was built on. Allowing SBC and other telephone
monopolies to manipulate the regulatory framework to get favors for themselves is a bad choice.
SBC may call it “Broadband Freedom” but for us it's “Broadband Out Of Business.”

As small locally owned businesses, ISP’s depend on access to local lines to provide connections
to customers. We provide our own network, our own equipment, our backbone access, email,
websites, and support. But without that last mile of wire, we can't reach the customer. If you take
that away from us, we’re closed.

When we first started offering Internet access in 1994, SBC and the other phone companies had
no interest. They are latecomers, but they are trying to leverage their monopoly control of the
phone lines into a monopoly on Internet.

You can’t imagine what it is like to listen to regulators calmly discuss regulating us out of
business. It's a horrible experience to stand by helplessly, knowing that at any moment, the FCC
could shut us down.

Rather than rant on endlessly about the merits of competition, and the regulators role, I'm going
to turn to others more expert than myself, with a number of quotes from Milton Friedman, Nobel
prizewinner in Economics, as well as articles from the National Review and the LA Times which
are attached at the end of this letter.
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Milton Friedman with the assistance of Rose D. Friedman, Capitalism and Freedom, The
University of Chicago Press, Chicago, 1982

"Probably the most important source of monopoly power has been government
assistance, direct and indirect.” (p. 129)

Estes Kefauver, In a Few Hands. Monopoly power in America, Penguin, Harmondsworth, 1966

"[Thus] it is not surprising that the records of the regulatory agencies have sometimes
been disappointing. Instead of developing policies making the industry more responsive
to public needs, they too often spend their energies protecting fixed investments, freezing
obsolete modes of doing business, excluding new entrants from the industry, and
perpetuating the existence of high-cost operators. In a word, the regulated take over the
regulators, and for all practical purposes, monopoly comes to be elevated to the position
of high public policy.”

Stephen Moore, Train Wreck - No Way to Run a Railroad - National Review Online, February 8,
2002

"Monopolies provide lousy service, with few consumer choices, and ever-rising costs."
Milton Friedman and Rose Friedman, Free to Choose, Penguin Books, Harmondsworth, 1983

"A monopoly can seldom be established within a country without overt and covert
government assistance in the form of a tariff or some other device." (p. 76)

F. A. Hayek, The Road to Serfdom, Routledge & Kegan Paul, London, 1986

"It should be noted that monopoly is frequently the product of factors other than the lower
costs of greater size. It is attained through collusive agreement and promoted by public
policies." (p. 33 - from monograph n. 21, 1940)

"Our freedom of choice in a competitive society rest on the fact that, if one person refuses
to satisfy our wishes we can turn to another. But if we face a monopolist we are at his

mercy. And an authority directing the whole economic system would be the most
powerful monopolist conceivable.” (p. 69)

"Private monopoly is scarcely ever complete and even more rarely of long duration or

able to disregard potential competition. But a state monopoly is always a state-protected
monopoly - protected against both potential competition and effective criticism." (p. 146)

Wilhelm Répke, Civitas Humana. A human order of society, William Hodge & Company, London,
1948

"Very possibly there would be few monopolies in the world today were it not the state for
a variety of reasons had exerted the whole weight of its authority, its laws and of its
conscious or unconscious economic policy in favour of monopoly and against the natural
gravitation to competition." (p. 170)

Both left and right agree: competition is good. Monopolies are bad.

Rather than converting the wildly competitive internet into a two company shop, the FCC should
be looking for ways to open up broadband to more competition. Enforcement of existing laws is
important, and right now it's missing. Penalties for noncompliance are so small that they are
merely an acceptable cost of doing business.

The California ISP Association plans to file complaints with enforcement about pricing and
policies within SBC territory. The situation now is completely impossible. When you add in the
back end costs with line charges, the total often exceeding more than $100 for lines which are
only one component of a DSL service that retails for $49.95. There’'s no way you can make up a
loss like that on quantity.
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The result is that companies like ours, which depends on DSL for 45% of its revenue, have been
completely pushed out of the market in SBC territory. Which is a terrible situation, considering
that SBC has a total 100% lock on phone lines in 90% of our state.

What this country needs is more competition, not less.
Please read the attached comments and two articles.
Thanks,

Sincerely,

Jim Pickrell

President

Brand X Internet LLC
www.brandx.net

President, California ISP Association

WwWw.cispa.org

Articles Follow
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T he House leadership has
shown little enthusiasm for the
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Mich.), abill that would gut the
1996 Telecommunications Act,
which was responsible for a
huge capital -spending boom in
the late 1990s. But, kicking
around for nearly two years, the
bill is set to come to the floor
this week.

Ideas
on

Public

Tauzin, after al, is chairman of
the Commerce Committee, and
the lack of avote was getting
awfully embarrassing. But
congressional etiquette, in this
case, could produce terrible
€Cconomic consequences. \
Policy
The Tauzin-Dingell bill, asit's
called, would entrench and
expand the monopoly power of
the four Bell companies, kill off
competitors, and slow the roll-

Hame | Weakand | G-Flle |
THE %
m ; FULL COVERAGE
OF THE BY DAY. GO
SUPERIOR |NVESTOR
- HRQ Financlal Features
JAMES Financial [B%

Russians Do Taxes
Right
NEW YORK — The

flat tax, Russian style.

By Deroy Murdock.
3/01/02 8:00 a.m.

When the Whip
Comes Down

NEW YORK — The
markets are
transforming the
Enron probleminto a

solution. By Larry
Kudlow. 3/01/02 8:00 a.m.

Liberating the Internet
WASHINGTON, DC
— Picking telecom
sides. By Stephen Moore.
2/27/02 8:45 a.m.

Parlez-vous Common
Sense?

GREAT FALLS, VA
— The OECD has
produced an excellent
road map to tax

reform. By Bruce A.
Bartlett. 2/27/02 8:00 a.m.

Don't Suffer from
Techphobia
WASHINGTON, DC
— The Tech-bashers
are out. But smart

investors know better.

By James K. Glassman.
2/26/02 8:00 a.m.

Tell UsWhat You




= The No-Buffett

Zone
11/19/01

= Stick to the

Truths
11/06/01

e |

Glassman Archive

Save 40%

HATIONAL REVIEW

—_—
ROk SEERYICH

Order Now!
Click Here

out of broadband technology —
fast connections to the Internet, so vital to the economy.

The foundation of the act was the requirement that local
Bell monopolies "unbundle” their networks and let
anyone with courage and capital enter the market to sell
communications services to consumers. The ideawas
that competition, not monopoly, would lead to
innovation. Unfortunately, the Tauzin-Dingell bill
destroys the unbundling requirement.

Why? Tauzin-Dingell advocates argue that broadband
has slowed because the Bells have no incentive to
upgrade their facilities if they must allow competitors to
connect with their systems. This argument is utterly
fallacious, and now, just in time for the vote, a new study
by the prestigious Organization for Economic Co-
operation and Development (OECD) shows why.

In fact, the OECD study proves a case that's the precise
opposite of what the Bells are claiming. The study shows
that unbundling leads to new investment by both
competitors and incumbents. It's logical to assume that a
reduction or elimination of unbundling — which iswhat
the Bells want — will bring investment to a halt by both.

The study, titled "The Development of Broadband
Accessin OECD Countries,” examines the experience of
the 26 industrialized OECD countries, including the U.S,,
that have passed unbundling requirements such as those
in the 1996 telecom act. The OECD found, contrary to
the assertions of Tauzin-Dingell advocates, that an
enormous investment boom resulted from unbundling, or
opening, local telecom networks.

"Initiatives to open the local loop are viewed by most
OECD governments as being fundamental to promoting a
fast rollout of broadband services," saysthe report. "To
date the major criticism of unbundling or line sharing [is]
that such policies alegedly discourage investment in new
infrastructure. No evidence has been forwarded to
substantiate that claim.”

Of course not — since there is no such evidence.

The study continues. "By way of contrast, there are huge
investments being made by new entrantsin local access
markets, where unbundled elements are available, to
provide broadband services. These investments take the
form of facilities that link unbundled elements to provide
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do not use unbundled elements.” Malpass. 2/19/02 7:30
The OECD found that, instead of discouraging new
investment, an unbundling policy encouraged it. In fact, NATIONAL
such apolicy isthe best way to get competitors to build REVIEW
out their own infrastructure - and "in the long run
infrastructure competition is the best way to develop
broadband services." Now, this may sound counter-
intuitive: competitors who can tap into an incumbent's
network are most likely to invest in their own
infrastructure. But it iswhat the OECD found, and it RISk EREE
makes sense — they can't get their businesses launched ﬁ"iﬂ;ﬁ;
without having access to unbundled elements, but, in the
end, they need their own infrastructure to win customers.

The report is emphatic: "To suggest that new entrants
will not invest in their own infrastructure is erroneous.”

address
And the report adds: "Nor does unbundling deter
incumbents from investing in upgrading networks." “‘IW—
Thisis no mere speculation. It isareport that studies the state  zip
available evidence in more than two dozen countries. | |
And it absolutely refutes the main argument that the e-mail
Bells are making on Capitol Hill.
- The Bells say that unbundling gives the @
CLECsafreeride, and it detersthe CLECs
frominvesting in their own facilities. That is BUY,BOOKS
"erroneous," according to the OECD. E-D‘EI&
VIDEQS
- Next, the Bells say that they themselves are IN' SECONDS

deterred from investing in upgrading their amazoncom.
networks if they have to share them (for a —
price, of course) with the CLECs. That's not
true either, saysthe OECD.

In other words, the basic economic argument of Tauzin-
Dingell is dead wrong.

National Review's
The investment boom, the OECD study indicates, comes E.""?‘-‘m?ﬂs of

. . . ivilization Cruise
from two factors. First, feisty competitors see that they May 1-11, 2002
have afoot in the door and rush in to compete with the Biged
old monopolies. Second, the monopolies themselves feel
compelled to invest in order to keep up with the entrants.

What ensuesis avirtuous cycle that is great for
consumers, and raises the quality of service, expands the
breadth of choices, and lowers costs as well. A typical




OECD example is Germany, which, while being a leader
in unbundling, has an incumbent telecommunications
carrier (Deutsche Telekom) that is upgrading its facilities
at arapid pace.

Asthe OECD putsit: "There is no evidence that
unbundling has slowed investment in new infrastructures
or innovation. In OECD countries that have introduced
unbundling, investment is proceeding apace.”

But what is great for consumersis bad for monopolies.
They would rather keep the entrants away, and continue
to charge households high prices for old-fashioned
telephone service. Hence, the Tauzin-Dingell bill, which
attempts to set the clock back to the good old days of
regulated monopoly.

Between the lines, the study also suggests something of a
puzzle. Unbundling has led to unprecedented waves of
investment spending, but lately that spending has fizzled
out in the United States. What's different about the U.S.?
Clearly, there can be only one answer. Inthe U.S,, a
particularly aggressive monopoly presence has attempted
to litigate and legislate the new entrants out of existence.

The Bells are great at thiskind of game. Their
proficiency is the reason that legidation as dangerous as
Tauzin-Dingell is scheduled to come to the floor. As Bob
Metcalfe, the legendary high-tech entrepreneur, put it
recently, "The core competency of the regional phone
companies has become lobbying and litigation."

Meanwhile, the U.S. consumer and the U.S. economy
suffer.

The Bélls have to answer the ringing affirmation of
unbundling contained in the OECD study. But what can
they possibly say? If | were amember of the Housg, |
wouldn't vote for Tauzin-Dingell until | got a straight
answer.
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to enjoy this amazing technology," the legidation is a perfect child of the
1996 Telecommunications Act. It will not help consumers, promote
competition or spur innovation.

Senate Mgjority Leader Tom Daschle (D-S.D.) should make sure the bill
does not leave the Senate alive. FCC Chairman Michael K. Powell should
also resist lobbying pressure to relax broadband regulation through
backdoor meansif the legidlation fails.

*
To Take Action: Senate Mgjority Leader Tom Daschle, (202) 224-2321 or

tom_daschle@ daschle.senate.gov. FCC Chairman Michael K. Powell,
(202) 418-1000 or mpowel | @fcc.gov.

If you want other stories on this topic, search the Archives at latimes.com/archives. For
information about reprinting this article, go to www.lats.com/rights.
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